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§ 1-3 000 Scope of part

(a) This part prescribes policies and
procedures which shall be observed by
executive agencies in connection with
procurement by negotiation While ref-
erences are made in this part to author-
izing sections of the Federal Property
and Administrative Services Act of 1949
to further the objentives of consistency
and uniformity in Government procure-
ment practices such references shall be
deemed likewise as references to com-
parable requirements under applicable
laws

(b) This part sets forth the following
policies and procedures

(1) The basic requirements for the
procurement of property and services by
means of negotiation

(2) The different circumstances un-
der which negotiation is permitted

(3) Determinations and findings
that may be required before a contract
is entered into by negotiation

(4) Types of negotiated contracts
and their use

(5) Price negotiation policies and
techniques

(6) Negotiation of surplus labor
area set-asides

(7) Negotiation of small business
set-asides, and

(8) Reporting of possible anti-trust
violations

Subpart 1-3 1-Use of Negotiation

§ 1-3 100 Scope of subpart

This subpart deals with the nature and
use of negotiation as distinguished from
formal advertising and with limitations
upon that use

§ 1-3 101 General requirements for
negotiation

No contract shall be entered into
as a result of negotiation unless or
until the following requirements have
been satisfied

(a) The contemplated procurement
comes within one of the circumstances
permitting negotiation

(b) Any necessary determinations qnd
findings have been made

(c) Such clearance or approval as is
prescribed by applicable agency proce-
dures has been obtained, and

(d) The prospective contractor has
been determined to be responsible

§ 1-3 102 Factors to be considered in
negotiated contracts

Whenever property or services are to
be procured by negotiation offers shall
be solicited from all such qualified
sources as are deemed necessary by the
contracting officer to assure full and free
competition consistent with the procure-
ment of the required property or services
in accordance with the basic policies .et
forth in this Part 1-3 to the end that the
procurement will be made to the best
advantage of the Government price dnd
other factors considered Such offers
shall be supported by statements and
analyses of estimated costs or other evi-
dence of reasonable prices and other
matters deemed necessary by the con-
tracting officer Negotiation shall there-
upon be conducted with due attention
being given to the following and any
other appropriate factors

(a) Comparison of prices quoted and
consideration of other prices for the
same or similar property or services,
with due regard to production costs in-
cluding extra pay shift multi-shift and
nvprrime costs and any other factor re-
lating to the price such as profits cost
of transportation and cash discounts

(b) Comparison of the businecs repu-
tation, capacity and responsibility of
the respective persons or firms who sub-
mit offers

(c) Consideration of the quality of
the property or services offered including
the same or similar property or services
previously furnished with due regard
to conformance with specification re-
quirements

(d) Consideration of delivery require-
ments

(e) Discriminating use of price and
cost analyses

(f) Investigation of price aspects of
any important subcontract

(g) Individual bargaining by mail or
by conference

(h) Consideration of cost sharing
(1) Effective utilization in general of

the most desirable type of contract
(j) Consideration of the size of the

business concern
(k) Consideration as to whether the

prospective supplier requires expansion
or conversion of plant facilities

(1) Consideration as to whether the
prospective supplier is located in a sur-
plus or scarce labor area
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(in) Consideration as to whether the
prospective supplier will have an ade-
quate supply of qualified labor

(n) Consideration of the extent of
subcontracting

(o) Consideration of the existing and
potential workload of the prospective
supplier

(p) Consideration of broadening the
industrial base by the development of
additional suppliers

(q) Consideration of whether the con-
tractor requires Government furnished
property machine tools or facilities

§ 1-3 103 Dissemination of procure
ment information

(a) Synopses of proposed procure-
ments and contract awards shall be pre-
pared and publicized in the Department
of Commerce Synopsis of U S Govern-
ment Proposed Procurement Sales, and
Contract Awards' in accordance with
the requirements of sections 1-1 1003
and 1-1 1004

(b) Promptly after making awards in
any procurement in excess of $10 000
the contracting officer normally shall
give written notice to the unsuccessful
offerois that their proposals were not
accepted Upon request unsuccessful
offerors whose offered prices were lower
than those of the contractor which re-
ceived the award shall be furnished the
reasons why their proposals were not ac-
cepted but in no event will an offeror's
cost breakdown profit overhead rates,
tiade seciets or other confidential busi-
ness information be disclosed to any
other offeror

(c) Classified information shall be
furnished only in accordance with
agency regulations governing the han-
dling of classified information
[24 FR 1949 Mar 17 1959 as amended at

25 FR 5224 June 11 19601

Subpart 1-3 2-Circumstances
Permitting Negotiation

§ 1-3 200 Scope of subpart

Subject to the limitations prescribed
in this Subpart 1-3 2 or as otherwise
piovided by law procurement may be
effected by negotiation under any one of
the exceptions contained in sections
302(c) (1) through 302(c) (15) of the Act

§ 1-3 201 National emergency
Pursuant to the authority of section

302(c) (1) of the Act purchases and con-
tracts may be negotiated if 'determined
to be necessary in the public interest dur-
ing a period of national emergency de-
clared by the President or by the
Congress "

(a) Duration Under present circum-
stances authority of this section shall
extend for the duration of the national
emergency declared pursuant to Presi-
dential Proclamation 2914 dated De-
cember 16 1950

(b) Apphcatzon The authority of
this section shall be used only to the ex-
tent of furthering the policy (enunciated
in Defense Manpower Policy No 4 (re-
vised November 5 1953 and amended
July 27 1955) and in Bureau of the
Budget Bulletin No 58-5 dated March
25 1958) which encourages the placing
of contracts and facilities in areas of sub-
stantial labor surplus and upon the de-
termination of the head of the agency
concerned that to do so is necessary in
the public interest Contracts entered
into pursuant to this authority shall be
negotiated in accordance with agency
procedures

§ 1-3 202 Public exigency

Pursuant to the authority of section
302(c) (2) of the Act purchases and con-
tracts may be negotiated without formal
advertising if 'the public exigency will
not admit of the delay incident to
advertising

(a) Application In order for this au-
thority to be used the need must be
compelling and of unusual urgency as
when the Goveinment would be seriously
injured financially or otherwise if the
property or services to be purchased or
contracted for were not furnished by a
certain time and when they could not be
procured by that time by means of
formal advertising This applies irre-
spective of whether that urgency could
or should have been foreseen For
example this authority may be used
when propertv or services are needed
at once because of a fire flood explosion
or other disaster

(b) Limitations Every contract ne-
gotiated under this authority shall be
accompanied by a signed statement of
the contracting officer justifying its use
When purchase action under this au-
thority is based on telephone or other
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oral offers a written conflimation of the
accepted offel shall be secuied and made
a palt of the purchase case file A rec-
ord shall be established also in such
cases containing the following informa-
tion as a minimum name and address
of each offeiol quoting item desciiption
unit pice delivery time and discount
terms If quotations lower than the
accepted quotation are received the rea-
sons for their rejection shall be iecorded
and made a part of the puichase file
Negotiation under this authority is sub-
ject to the preparation of appropriate
determinations and findings piescilbed
in Subpart 1-3 3

§ 1-3 203 Purchases not in excess of
$2,500

Pursuant to the authoilIty of section
302(c) (3) of the Act purchases and con-
tracts may be negotiated without formal
advertising if 'the aggregate amount in-
volved does not exceed $2 500'

(a) Application Contracts or pur-
chases aggregating $2 500 or less shall be
made under the authority of this section
1-3 203 rather than under any of the
other authorities for negotiation In
arriving at the 'aggregate amount in-
volved there must be included all prop-
erty and services which would properly
be grouped together in a single transac-
tion and which would be included in a
single advertisement for bids if the pro-
curement were being effected by formal
advertising Purchases oi contracts ag-
gregating more than $2 500 shall not be
broken down into several purchases or
conti acts of less than $2 500

(b) Procedure Purchases and con-
tracts aggregating not more than $2 500
shall be made in accordance with Sub-
part 1-3 6

§ 1-3 204 Personal or professional serv-
ices

Pursuant to the authority of section
302(c) (4) of the Act purchases and con-
tracts may be negotiated without formal
advertising if 'for personal or profes-
sional services "

(a) Application This authority shall
be used only when all of the following
conditions have been satisfied

(1) If personal services they are
required to be performed by an indi-
vidual contractor in person (not by a
concern) if professional services they
may be performed either by an individual
contractor in person or a concern

(2) The services are of a profes-
sional nature oi are to be performed
undel Goveinment supelvision and paid
for on a time basis and

(3) Piocuiement of the services is
authoiized by law and is effected in ac-
coi dance with the 1 equii ements of appli-
cable law

(b) Limitations
(1) The authority of this section 1-

3 204 and the conditions imposed upon
its use shall not apply to the procure-
ment by negotiation of any types of serv-
ices authorized under any other piovi-
sions of this subpart

(2) Use of authority of this section
1-3 204 for professional engineering ar-
chitectural and landscape architectuial
services for any public building or public
improvement (exclusive of bridges roads
sidewalks sewers mains or similar
items) the construction cost of which
is estimated to be $200 000 or more shall
oe subject to piloi clearance with the
General Selvices Administration

§ 1-3 205 Serice! of educational insti
tutions

Pursuant to the authority of section
302(c) (5) of the Act purchases and con-
tracts may be negotiated without formal
advertising if 'foi any service to be ren-
dered by any university college or other
educational institution"

(a) Application The following are
illustrative of circumstances with respect
to which this authority may be used

(1) Educational or vocational tram-
ing services to be rendered by any uni-
versitv college or other educational in-
stitution in connection with the training
and education of personnel and for nec-
essary material services and supplies
furnished by any such institution in con-
nection therewith

(2) Experimental developmental or
research work (including services tests
and reports necessary or incidental
thereto) to be conducted by any univer-
sity college or other educational insti-
tution and reports furnished in con-
nection therewith

(3) Analyses studies or reports
(statistical or otherwise) to be conducted
or prepared by any university college
or other educational institution

§ 1-3 206 Purchases outside the United
States

Pursuant to the authority of section
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302(c) (6) of the Act purchases and con-
tracts may be negotiated without formal
advertising if the supplies or services
are to be procured and used outside the
limits of the United States and its pos-
sessions' This authority shall be used
only for the procurement of property or
services which are actually purchased
from sources outside and used outside
the limits of the United States its Ter-
ritories and possessions such as property
or services (including construction) for
overseas installations or for the use of
overseas personnel

§ 1-3 207 Medicines or medical sup-
plies

Pursuant to the authority of section
302(c) (7) of the Act purchases and con-
tracts may be negotiated without formal
advertising if 'for medicines or medical
supplies

(a) Application This authority shall
be used only for such supplies as are
peculiar to the field of medicine includ-
ing technical equipment such as surgi-
cal instruments surgical and orthopedic
appliances X-ray supplies and equip-
ment and the like

(b) Limitations Whenever the prob-
able cost of property to be purchased by
negotiation under this authority will ex-
ceed $10 000, suitable advance publicity
of the proposed purchase shall be given
for a period of at least 15 days wherever
practicable The requirement of "suit-
able advance publicity' shall be deemed
to be complied with if circulation of no-
tice of intent to negotiate is made to
business concerns engaged in the manu-
facture and/or sale of the products in-
volved including qualified concerns
known to have current interest in sell-
ing such products to the Government
Where desirable publication of the in-
tention to negotiate through newspapers
or other similar media may be used to
supplement circularization

§ 1-3 208 Property purchased for au
thorized resale

Pursuant to the authority of section
302(c) (8) of the Act purchases and con-
tracts may be negotiated without formal
advertising if for property purchased
for authorized resale "

(a) Application This authority shall
be used only for purchases for resale
through commissaries or other similar
facilities and ordinarily only for pur-
chases of articles with brand names or

of a proprietary nature as required by
patrons of the selling activities

(b) Limitations Whenever the prob-
able cost of property to be purchased by
negotiation under this authority will
exceed $10 000 suitable advance publicity
of the proposed purchase shall be given
for a period of at least 15 days wherever
practicable This shall be accomplished
in the manner set forth in section 1-
3 207(b) When exercising this author-
ity regardless of the probable cost
competitive proposals shall be solicited
from all such qualified sources of supply
as the contracting officer deems neces-
sary to assure full and free competition
consistent with the type and character
of the procurement

§ 1-3 209 Subsistence supplies

Pursuant to the authority of section
302(c) (9) of the Act purchases and con-
tracts may be negotiated without formal
advertising if for perishable or non-
perishable subsistence supplies'

(a) Application The authority of
this paragraph may be used for the pur-
chase of any and all kinds of subsistence
supplies

(b) Limitation When exercising this
authority competitive proposals shall be
solicited from all such qualified sources
of supply as the contracting officer
deems necessary to assure full and free
competition consistent with the type
and character of the procurement

§ 1-3 210 Impracticable to secure com-

petition by formal advertising

Pursuant to the authority of section
302(c) (10) of the Act purchases and
contracts may be negotiated without
formal advertising if for supplies or
services for which it is impracticable
to secure competition

(a) Application The following are
illustrative of circumstances with re-
spect to which this authority may be
used

(1) When property or services can
be obtained from only one person or
firm (sole source of supply)

(2) When competition is precluded
because of the existence of patent rights
copyrights secret processes control of
basic raw material or similar circum-
stances

(3) When bids have been solicited
pursuant to the requirements of formal
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advertising and no responsive bid has
been received from a responsible bidder

(4) When bids have been solicited
pursuant to the requirements of formal
advertising and the responsive bid or
bids do not cover the quantitative re-
quirements of the invitation for bids in
which case negotiation is permitted for
the remaining requirements of the in-
vitation for bids

(5) When the contemplated pur-
chase is for training film motion picture
productions or manuscripts

(6) When the contemplated con-
tract is for technical nonpersonal serv-
ices in connection with the assembly in-
stallation or servicing (or the instruction
of personnel therein) of equipment of a
highly technical or specialized nature

(7) When the contemplated con-
tract involves maintenance repair alter-
ation or inspection and the exact nature
or amount of the work to be done is not
known

(8) When the contemplated con-
tract is for studies or surveys other than
those which may be negotiated uinder
sctions 302(c) (5) or (11) of the Act

(9) When the contemplated con-
tract is for stevedoring terminal, ware-
housing or switching services and when
either the rates are established by law
or regulation or the rates are so numer-
ous or complex that it is impracticable
to set them forth in the specifications of
a formal invitation for bids

(10) When the contemplated con-
tract is for commercial ocean or air
transportation, including time charters
space charters and voyage charters over
trade routes not covered by common car-
riers (negotiation for transportation
services when the services can be pro-
cured from common carriers is author-
ized by section 321 of the Transportation
Act of 1940 (49 USC 65)-see section
1-3 215) and including services for the
operation of Government-owned vessels
or aircraft

(11) When it is impossible to draft
for an invitation for bids adequate speci-
fications or any other adequately de-
tailed description of the required prop-
erty or services

(12) When the contemplated con-
tract is for services related to the pro-
curement of perishable subsistence such
as protective storage icing processing,
packaging handling and transportation,

and it is impracticable to advertise for
such services a sufficient time in advance
of the delivery of the perishable sub-
sistence

(b) Limitattons Each contract nego-
tiated under this authority shall be ac-
companied by a signed statement of the
contracting officer justifying its use

§ 1-3 211 Experimental, developmental,
or research work

Pursuant to the authority of section
302(c) (11) of the Act purchases and
contracts may be negotiated without
formal advertising if the agency head
determines that the purchase or con-
tract is for experumental developmental
or research work or for the manufacture
or furnishing of property for experi-
mentation development research or
test '

(a) Apphcation The following are
illustrative of circumstances with respect
to which this authority may be used

(1) When the contemplated con-
tract relates to theoretical analysis ex-
ploratory studies and experimentation
in any field of science or technology

(2) When the contemplated con-
tract is for developmental work and calls
for the practical application of investiga-
tive findings and theories of a scientific
or technical nature

(3) When the contemplated con-
tract is for such quantities and kinds
of equipment supplies parts accessories
or patent rights thereto and drawings
or designs thereof as are necessary for
experimentation development research
or test

(4) When the contemplated con-
tract is for services tests and reports
necessary or incidental to experimental
developmental or research work

(b) Lzmitatons This authority shall
not be used for contracts for quantity
production except that such quantities
may be purchased as are necessary to
permit complete and adequate experi-
mentation development research, or
test Research or development contracts
which call for the production of a rea-
sonable number of experimental or test
models or prototypes shall not be re-
garded as contracts for quantity produc-
tion Negotiation under this authority is
also subject to the preparation of ap-
propriate determinations and findings
ings prescribed by Subpart 1-3 3
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§ 1-3 212 Purchases not to be publicly tity of parts that must be carried in
disclosed stock

Pursuant to the authority of section
302(c) (12) of the Act purchases and
contracts may be negotiated without for-
mal adveitising if fol piopeity or seiv-
ices as to which the agency head deter-
mines that the charactei ingiedients or
components theleof ale such that the
puichase or contract should not be
publicly disclosed '

(a) Application This authoritv shall
be used only when requiied by considera-
tions of national secuiltv

(b) Limitations Negotiation undel
this authoiity is subiect to the plepara-
tion of applopilate deteimmations and
findings prescilbed by Subpait 1-3 3

§ 1-3 213 Technic il equipment rcquir
ing standardiz-ition and interchange
ability of p-irts

(a) Authority
(1) Pursuant to the authority of

section 302(c) (13) of the Act puichases
and contracts may be negotiated without
folmal adveltising if for equipment
which the agency head detelmincs to be
technical equipment and as to which he
determines that the plocuiement thereof
without advertising is necessary in spe-
cial situations oi in pai ticular localities
in oldel to assuie standardization of
equipment and intei changeability of
parts and that such standaidization and
intelchangeability is necessary in the
public interest '

(2) This section 1-3 213 plovides
authoilty only to employ negotiation as
distinguished from adveitising and does
not constitute authoilty to make pur-
chases of equipment The latter must
be elsewhe-e deiived

(b) Application
(1) This authority may be used foi

purchasing additional units and replace-
ment items of technical equipment and
spare parts by negotiation in older to
assure standaidization of equipment and
interchangeability of parts xxhere m
special situations or in particular locali-
ties such standardization and inter-
changeability is determined necessary
in the public inteiest Examples of sit-
uations whele this authoiity may be used
ale

(1) Where in special situations oi
in particular localities it has been found
necessaiy to limit the variety and quan-

() Where standardization of
technical equipment is necessary in spe-
cial situations oi in pai ticular localities
so that parts may be available and inter-
changed among items of damaged ol
worn equipment

(111) Where in special situations
or particular localities technical equip-
ment is available from a -umber of
suppliels which would have such vary-
ing performance chaiacteristics (not-
withstanding detailed specifications and
rigid inspection) as would prevent stand-
ardization and interchangeability of
pal ts

(2) Consideration shall be given to
the following and other pertinent factors
before making a determination to pro-
cuie specified makes and models under
the authority of this section 1-3 213

(i) The practicability of inter-
changing parts and cannibalizing equip-
ment

(11) The probability that future
procuiement of the selected item of
equipment can be effected at reasonable
prices

(i1) Whether the standardization
will appreciably reduce the variety and
quantity of parts that must be carried
in stock

(iv) The value of similar equip-
ment and its supporting parts on hand

(v) Possible savings in training
personnel

(vi) Whether the standardization
will adversely affect existing specifica-
tions and standards

(vii) The degree to which the
current design of the specified make and
model has been changed from the de-
sign of equipment of the same make and
model already in the supply system

(3) Stardardization approval under
this authority shall be for a stated period
of time which bears a reasonable rela-
tionship to the life of the equipment

(c) Justificatzon
(1) In arriving at a determination

that standaidization of equipment and
interchangeability of its parts are neces-
saly in the public interest such stand-
aidization must be in fact fully justified
as genuinely necessaiy in the public
interest It is not sufficient that it
merely be geneially desirable Nor is an
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arbitiaiy or perfunctory conclusion suf-
ficient Facts must clearly show the
compelling reasons why it is necessary,
as for example

(1) Substantial savings possible
thiough standardization (estimated an-
nual savings to be indicated when pos-
sible)

(i) Minimizing potential break-
down of a specifically identified service
oi function which might endanger life
property or the orderly conduct of vital
Government functions

(2) The term 'in special situations
precludes application of the authority
to generally prevailing or generalized
conditions The law assumes that it will
be necessary to employ the authority
only under unusual or abnormal condi-
tions

(3) The term "particular localities"
has leference to remote locations which
are not only remote in the sense of phys-
ical distance from large metropolitan
areas but l emote from available stocks
of ieplacement parts and possibly re-
lated service facilities For example it
is not enough to conclude that standard-
ization is required of a motor vehicle in
Alaska because of remote location if in
fact replacement parts of various ve-
hicle makes are readily available It
must be shown expressly and not by in-
ference (i) that the location involved is
inaccessible because of stated conditions
such as the absence of a connected road
system or (1i) that there are not avail-
able within stated reasonable distances
adequate stocks of replacement parts or
personnel and facilities necessary to per-
form required services and that there
are circumstances which make it im-
practical to maintain at the location
such stocks and fuinish such service for
moie than a pal ticular number of makes
of vehicles Most using activities within
the United States (excluding Alaska)
could not be considered to meet these
requirements However there may be
cases wheie because of extremely un-
usual conditions standardization at a
paiticulai location within the United
States may be necessaly in the public
interest

(d) Lzmztations
(1) This authority shall not be used

for initial procui ement of equipment and
spare parts which ultimately will be
standardized or for the purpose of se-
lecting arbitrarily the equipment of cer-

tam suppliers nor shall it be used un-
less and until the agency head has
determined that

(1) The equipment constitutes
technical equipment

(ii) Standardization of s u c h
equipment and Intelchangeability of its
parts are necessary in the public inter-
est and

(ii) Negotiation is necessary in
special situations or in particulal locali-
ties in order to assure required stand-
ardization of equipment and inter-
changeability of parts

(e) Determination and findings
(1) Negotiation under this author-

ity is subject to the requirement for
pieparation of appropriate detelmina-
tions and findings as provided by Sub-
part 1-3 3

(2) The following example of find-
ings and determinations is illustrative of
the type and amount of infoimation
which may be consideled sufficient to
justify negotiation under section 302
(c) (13) of the Act

DEPARTMENT OF THE INTERIOR

FINDINGS AND DETERMINATIONS UNDER SECTION

302(C) (13) OF THE FEDERAL PROPERTY PROP-
ERTY AND ADMINISTRATIVE SERVICES ACT OF
1949

Findlngs

In accordance with the requirements of
section 302(c) (13) and 307 of the Federal
Property and Administrative Services Act of
1949 I make the following findings

1 The Alaska Road Commission has stated
that it has a requirement for 25

(Make and
----- trucks as set forth in (letter) or (req-

type)
ulsition) dated ---------- and has sub-
mitted by letter dated ----------- signed by

--- information in justifica-
(Name and title)
tion for such purchase under section 302(c)
(13) as described or included in the findings
set forth below

2 The trucks in question are required for
use at ----------------- Alaska This io-

(District or area)
cation is accessible only by

(Indicate i e boat
-and for several months

or boat and air etc )
each year is accessible only by
The Go-ernment s operations which corsist
of ------------------------ require the use

(General description only)
of trucks of this type The location pres-
ently has ---- of these trucks with stocks
of spare parts determined necessary from
experience to maintain these trucks in proper
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operational efficiency There are also ------
trucks of other manufacture with required
stocks of spare parts which will gradually be
eliminated by standardization No commer-
cial supply or service centers are maintained
at this remote location or within approx-
imately --.... miles thereof

3 It is impractical to provide service and
repair facilities for numerous makes of ve-
hicles and to maintain stocks of parts nec-
essary to keep the various makes in operat-
ing condition Each make of vehicle usually
requires additional special equipment for
proper servicing and repair This results
in added cost housing and related adminis-
trative expense Similarly each additional
make requires the maintenance of separate
stocks of spare service and repair parts
which require additional bins storage and
clerical and administrative expenses The
annual savings in cost estimated to result
from the maintenance of reduced stocks of
parts made possible by standardizing on
there trucks is

4 (State other factors and details as ap-
plicable )

5 Under these circumstances the Alaska
Road Commission regards the standardiza-
tion and interchangeability as necessary in
the public interest

Determinations

1 Based upon the foregoing findings I
hereby determine within the meaning of
section 302(c) (13) of the Federal Property
and Administrative Services Act of 1949
that

A The equipment described is technical
equipment

B Negotiation is necessary in the situa-
tion and in the locality described in order
to assure standardization of the equipment
and interchangeability of parts and

C Such standardization and interchange-
ability is necessary in the public interest

2 Upon the basis of these findings and
determinations I hereby authorize the ne-
gotiation of a contract (or contracts) for
procurement of the equipment described in
these findings pursuant to section 302
(c)(13) of the Federal Property and Ad-
ministrative Services Act of 1949

Secretary of the Interior

§ 1-3 214 Negotiation after adiertising

Pursuant to the authority of section
302(c) (14) of the Act purchases and
contracts may be negotiated without
foi mal advertising if for property or
sel vices as to which the agency head de-
tel mines that bid prices after advertising
therefol are not reasonable (either as to
all or some part of the requisements) or
have not been independently arrived at
in open competition "

(a) Application Thls authority is de-
signed to cope with cases where bids re-
ceived after advertising are too high,
although not actually identical or appar-
ently collusive and cases of apparent
collusive bidding Indications of possible
violation of antitrust laws or collusive
bidding are to be reported in accordance
with procedures prescribed in Subpart
1-1 9 of this chapter Where after ad-
vertising some of the bids do not appear
reasonable and the reasonable bids do
not cover the full quantity required the
contracting officer may at his discretion
accept the reasonable bids Rejection of
the bids not accepted and negotiation for
the balance of the quantity required must
be preceded by the determination re-
quired by this section 1-3 214 Negotia-
tion for the balance is subject also to the
requirements of section 1-3 214(b)

(b) Limztatons After appropriate
determination, and after rejection of
bids no contract shall be negotiated
under this authority unless

(1) Notification of intention to ne-
gotiate and reasonable opportunity to
negotiate have been given to each respon-
sible bidder which submitted a bid in
response to the invitation for bids and

(2) The negotiated price is the low-
est negotiated price offered by any re-
sponsible supplier

§ 1-3 215 Otherwise authorized by law
Pursuant to the authority under sec-

tion 302(c) (15) of the Act purchases and
contracts may be negotiated without
formal advertising if "otherwise author-
ized by law ' This provision preserves
the authority to negotiate contracts con-
ferred by other legislation The follow-
ing are typical examples

(a) Mutual Security Act of 1956 (22
U s C 1750)

(b) Small Business Act (Public Law
85-536)

(c) Section 321 of the Transportation
Act of 1940 (49 US C 65) (This law
permits negotiation for transportation
services when the services required can
be procured from any common carrier
This authority shall not be uied to elim-
inate competition from companies which
are not common carriers when the serv-
ices may also be performed by such com-
panies )
When negotiating pursuant to other stat-
utory authority the purchase or contract
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instrument should cite the applicable
law authorizing negotiation

Subpart 1-3 3-Determinations,
Findings, and Authorities

§ 1-3 301 Determinations and findings
required

In addition to the required determinr'-
tions and findings set forth in Subpart
1-3 2 the following determinations in
connection with entering into contracts
by negotiation are required to be made
in writing supported by written findings
as specified in section 1-3 302

(a) The determination required by
section 304(b) of the Act as to estimated
cost of and fees to be paid under cost-
plus-a-fixed fee contracts

(b) The determination required by
section 304(b) of the Act that use of a
cost or a cost-plus-a-fixed fee or incen-
tive-type contract is likely to be less
costly than other methods or that it is
impracticable to secure property or serv-
ices of the kind or quality required with-
out use of such a contract and

(c) The determination required by
section 303(b) of the Act that it is m the
public interest to reject all bids

§ 1-3 302 Form and requirements of
determinations and findings, pres
ervation of data

(a) Each determination or decision
required under section 1-3 211 through
section 1-3 214 and section 1-3 301 shall
be based on written findings made by the
official making such determination or
decision which findings shall be final
and available for a period of at least six
years following the date of the determi-
nation or decision A copy of such find-
ings shall be filed with the General
Accounting Office copy of the contract

(b) The form of deteimination and
findings required shall be sufficient to
satisfy the requirements of the applica-
ble provisions of law and shall be in such
form as may be piescribed in agency
instructions

(c) The use of negotiation under sec-
tions 1-3 202 and 1-3 210 shall be accom-
panied by a signed statement of the
contracting officer justifying the use of
negotiation a copy of which must be filed
with the General Accounting Office copy
of the contract

(d) In any case where a purchase or
contract is negotiated under section

1-3 201 and sections 1-3 207 through
1-3 214 data with respect to negotiation
shall be preserved in the files for a period
of six years following final payment on
such purchase or contract Such data
shall be sufficient to show

(1) The reason and basis for use of
negotiation

(2) The extent of competition se-
cured and

(3) O t h e r essential information
bearing on the actual negotiations

(e) Where in other cases of negotia-
tion the requirements of paragraph (a)
(c) and (d) of this section 1-3 302 are
not applicable final data shall neverthe-
less be made a part of the file to support
the action taken This includes the in-
formal records required with respect to
purchases resulting from oral offers

Subpart 1-3 4-Types of Contracts

§ 1-3 400 Scope of subpart

This subpart (a) describes and defines
types of contracts for procurement by
negotiation (b) defines the areas of ap-
plicability in which each type of contract
may be used appropriately and sets forth
considerations and policies governing the
choice of type of contract and (c) im-
poses conditions on the use of certain of
the available types of contracts

§ 1-3 401 Types of contracts

Contracts negotiated under this Part
1-3 may be of any of the types or com-
bination of types described in this Sub-
part 1-3 4 which will promote the best
interests of the Government subject to
the following restrictions The cost-
plus-a-percentage-of -cost system of con-
tracting shall not be used In further-
ance of this policy all prime contracts
and letter contracts on other than a firm
fixed-price basis shall by an appropriate
clause prohibit cost-plus-a-percentage-
of-cost subcontracts In addition all
cost-plus-fee subcontiacts under prime
contracts which ale on other than a firm
fixed-price basis shall limit the payment
of fees to those prescilbed by agency
procedures within the limitations of sec-
tion 304 of the Act

§ 1-3 402 Seletion of contract type

(a) The firm fixed-price contract shall
be used unless under the applications
and limitations contained in this Sub-
part 1-3 4 the use of another type of
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contract is more appropriate However
the selection of an appropiiate type of
contract is of plimaly importance in ob-
taining fair and reasonable prices under
all of the circumstances The type of
contract therefore has a direct effect
upon the resulting price or cost to the
Government Type of contract and pric-
ing aie inter-related and should be so
considered together in negotiation, in ac-
cordance with the provisions of section
1-3 803

(b) In determining the type of con-
tract to be utilized consideration should
be given to such factors as

(1) Type and complexity of the
item

(2) Urgency of the requirement
(3) The period of contract perform-

ance and the length of production run
(4) Degree of competition present
(5) Difficulty of estimating per-

formance costs due to such factors as
the lack of firm specifications the lack
of production experience or the instabil-
ity of design

(6) Availability of comparative price
data or lack of firm market prices or
wage levels

(7) Prior experience with the con-
tractor

(8) Extent and nature of subcon-
tracting contemplated

(9) Assumption of business risk
(10) Technical capability and finan-

cial responsibility of the contractor
(11) Administrative costs of both

parties
(c) Early agreement should be reached

between the Government and the con-
tractor on the type of contract best
suited to the procurement 'Except in
the case of a firm fixed-price contract
contiact files shall include documenta-
tion to show the reasons why the par-
ticular contiact type was utilized

§ 1-3 403 Fixed price type contracts

The fixed-price type contract gener-
ally provides for a firm price or under
the appropriate circumstances may pro-
vide for an adjustable price foi the
supplies or seivices which are being pro-
cured Fixed-price contracts are of types
so designed as to facilitate proper pric-
ing under varying circumstances

§ 1-3 403-1 Firm fixed price contract

(a) Description The firm fixed-price
contiact provides for a price which is
not subject to any adjustment by reason
of the cost experience of the contractor
in the peiformance of the contract
This type of contiact when appropri-
ately applied as set forth in this section
1-3 403-1 places the maximum risk and
iesponsibility upon the contractor and
affoids him the greatest incentive for
efficient pelfoimance with the resultant
benefit in earnings Utilization of the
firm fixed-price contract imposes a
minimum administrative burden on the
contracting parties

(b) Applicabzlty The firm fixed-
price contract is suitable for use in
procurements when stable ana reason-
ably definite specifications are available
and when fair and reasonable pricing
can be achieved such as where (1)
adequate competition has made initial
quotations effective (2) prior purchases
of the same or similar supplies or serv-
ices provide reasonable price compari-
son (3) experienced cost information
or sound estimates of the probable cost
of performance are available in the
negotiation of contract prices, or (4)
any other reliable basis for proper pric-
ing can be utilized consistent with the
puipose of this type of contract The
firm fixed-price contract is particularly
suitable in the purchase of standard
commercial items modified commercial
items or other items for which adequate
information on production and cost is
available

(c) Limitation The firm fixed-price
contract shall not be used when con-
tingencies proposed in the contract price
are considered unreasonable

§ 1-3 403-2 Fixed price contract with
escalation

(a) Description The fixed-price con-
tract with escalation provides for the
upward and downward revision of the
stated contract price upon the occur-
rence of certain contingencies which are
specifically defined in the contract
These contingencies should be limited
to those beyond the normal contiol of
the contractor The business risk of
the contractor in a fixed-price contract
is reduced by the inclusion of escalation
provisions in which the Government
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agrees to revise the stated price upon
the happening of the prescribed con-
tingency Where escalation is agreed
upon upward adjustments shall be
limited by the establishment of a reason-
able ceiling and provisions will be in-
cluded for downward adjustments in
those instances where the prices or rates
fall below the base levels provided in
the contract In the establishment of
the base levels from which escalation
will operate contingency allowances
shall be eliminated from the base to be
set forth in the contract to the extent
that escalation is provided for any par-
ticular contingency Generally escala-
tion provisions ale of two bioad types

(1) Price escalation provides for ad-
justment of the contract plce on the
basis of increases or decreases from an
agreed upon level in published or estab-
lished prices of specific items or in price
levels of the contract end items

(2) Labor and material escalation
provides for adjustment of the contract
price on the basis of increases or de-
creases from agreed standards or indices
in wage rates specific material costs or
both

(b) Applicability Use of this type of
contract is appropriate where serious
doubt exists as to the stability of market
and labor conditions which will exist
during an extended period of produc-
tion and contingencies which would
otherwise be included in a firm fixed-
price contract are identifiable and can
be covered separately by escalation Its
usefulness is limited by the difficulties
inherent in its administration

(1) Price escalation may be used
under the conditions stated above when
the items to which escalation will be
applied are standard materials or ar-
ticles normally sold at "established' or
'published' prices in a competitive com-
mercial market or are modifications
thereof the prices of which can be rea-
sonable related to the prices of such
standard materials or articles

(2) Labor and material escalation
generally is suitable for use when the
types and kinds of labor and material
that the contractor intends to use in the
performance of a contract that covers
an extended period of time prevents him
from accepting the full risk of possible
cost increases and the Government is
unwilling to accept the proposed con-
tingency factors

(c) Limitation Escalation shall not
be used to piovide plotection against
contingencies aiising fiom the lack of
accurate estimates of the quantities of
laboi oi matelial requiied for perform-
ance of the contract
§ 1-3 404 Cost reimbursement type con-

tracts

(a) Description The cost-reim-
buisement type of contiact piovides for
payment to the contiactol of allowable
costs incui i ed in the pei foi mance of the
contiact to the extent piesciibed in the
conti act This type of contlact estab-
lishes an estimate of total cost for the
purpose of obligation of funds and a
ceiling which the contractor may not
exceed (except at his own iisk) without
pi lol appi oval ol subsequent i atification
of the contracting officei

(b) Applicabdity The cost - leim-
buisement type contiact is suitable for
use when the nature and complexity of
the plocurement is such that costs of
peifoimance cannot be estimated with
ieasonable accuiacy In addition it is
essential that the contractor s cost ac-
counting system is adequate fol the de-
telmination of costs applicable to the
contract and appropriate surveillance by
Goveinment personnel during perform-
ance will give reasonable assuiance that
inefficient or wasteful methods are not
being used

(c) Limitations The cost-reimburse-
ment type contract may be used only
after a determination that

(1) Such method of contracting is
likely to be less costly than other meth-
ods, or

(2) It is impractical to secure prop-
erty or services of the kind or quality
required without the use of such type of
contract

§ 1-3 404-1 Cost contract

(a) Description The cost contract
is a cost-reimbursement type contract
under which the contractor receives no
fee

(b) Applicability The following are
illustrative situations in which the use
of this type of contract may be apppro-
priate

(1) Research a n d development
work particularly with nonprofit educa-
tional institutions or other non-profit
organizations
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(2) Facilities contracts
(3) Initial small quantity procure-

ments of new items with anticipated sub-
sequent large production runs

§ 1-3 404-2 Cost sharing contract

(a) Description A cost-sharing con-
tract is a cost-reimbursement type con-
tract under which the contractor re-
ceives no fee but is reimbursed only for
an agreed portion of its allowable costs

(b) Applzcabzlity A cost - sharing
contract is suitable for those procure-
ments which cover production or re-
search projects which are jointly spon-
sored by the Government and the
contractor with benefit to the contractor
in lieu of full monetary reimbursement
of costs In consideration of this bene-
fit, the contractor agrees to absorb a por-
tion of the costs of performance The
following are illustrative situations in
which this type of contract is generally
desirable

(1) Jointly sponsored research and
development work with nonprofit edu-
cational institutions or other nonprofit
organizations

(2) Other research and develop-
ment work where the results of the con-
tract may have commercial benefit to
the contractor
§ 1-3 404-3 Cost plus a fixed-fee con-

tract

(a) Descripton The cost-plus-a-
fixed-fee contract is a cost-reimburse-
ment type of contract which provides
for the payment of a fixed fee to the
contractor The fixed fee once negoti-
ated does not vary with actual cost,
but may be adjusted as a result of any
subsequent changes in the work or serv-
ices to be performed under the contract

(b) Applicability The cost-plus-a-
fixed-fee contract is suitable for use when
a cost-reimbursement type of contract is
appropriate as provided in section
1-3 404(b), and wher the parties agree
that the procurement should be profit
bearing in the form of a fixed fee The
following are illustrative situations in
which this type of contract may be
appropriate

(1) Research and development work
where the scope and nature thereof can-
not be definitely specified

(2) Definite specifications exist but
the contractor lacks a valid basis for es-

timating costs because the property
called for is not an item regularly manu-
factured or the services called for have
not been previously performed or par-
tial experience will not reveal a proper
pricing level for the remainder of the
production

(3) Production or construction con-
tracts where the specifications are not
complete or where major changes sub-
stantially affecting the scope of the work
are expected

(4) Work to be performed in a Gov-
ernment-owned plant with the use of
Government-owned facilities

(c) Lzmitatons The fixed fees shall
not exceed those prescribed by agency
procedures within the limitations of sec-
tion 304 of the Act

(d) Contractors' investment in work-
in-process It is the policy of the ex-
ecutive branch of the Government that
contractors having cost-reimbursement
type contracts should maintain a reason-
able investment in the property and
facilities acquired and in the services
rendered in the performance of such
contracts This investment provides a
strong incentive for the contractor to
strive for greater efficiency and economy
and better management with resultant
lower costs to the Government

(1) In keeping with this policy cost-
reimbursement type contracts other than
those set forth below shall provide for
interim payment of not to exceed 80
percent of the costs incurred by the con-
tractor in the performance of the
contract

(1) Contracts under which the
contractors receive no fee or profit

(ii) Contracts with educational
institutions or nonprofit organizations

(iii) Contracts solely for the op-
eration of Government-owned plants or
vessels

(iv) Contracts with small busi-
ness concerns

(v) Contracts for research and
development which do not provide for
quantity production

(vi) Contracts for performance
outside the United States, its Territory,
its possessions and Puerto Rico

(vii) Contracts having an esti-
mated cost not in excess of $250 000

(viii) Contracts for construction
and architect-engineer services

Page 78

§ 1-3 404-2



Chapter 1--Federal Procurement Regulations

(ix) As determined by the agency
head concerned, contracts in which the
applications of the policy would impose
undue hardohip on the contractor or
adversely affect the interests of the
Government

(2) An appropriate clause imple-
menting this policy shall be inserted in
all cost-reimbursement type supply
contracts

(3) Application of this policy need
not affect the method of payment of the
fee but the extent of the contractor s
capital investment in the performance
of the contract will be taken into con-
sideration in fixing the amount of fee
or profit

§ 1-3 404-4 Cost plus incentive fee con-
tract

(a) Description The cost-plus-in-
centive-fee contract is a cost-reimburse-
ment-type contract with provision for
a fee which is adjusted by formula in
accordance with the relationship which
total allowable costs bear to target costs
Under this type of contract, there is
negotiated initially a target cost a target
fee a minimum and maximum fee and
a fee adjustment formula After per-
formance of the contract, the fee payable
to the contractor is determined in ac-
cordance with the formula The formula
provides within limits, for increases in
fee above target fee when total allowable
costs are less than target costs and de-
creases in fee below target fee when total
allowable costs exceed target costs The
provision for increase or decrease in the
fee is designed as an incentive to the
contractor to increase the efficiency of
performance

(b) Applicability The cost-plus-in-
centive-fee contract is suitable for use
where a cost-reimbursement-type of
contract is found necessary and where
there is a probability that its use will
result in lower costs to the Government
than other forms of cost-reimbursement-
type contracts through cost reduction
incentive to the contractor

(c) Limitation The target and the
maximum fee shall be subject to the ad-
ministrative limitations stated in sec-
tion 1-3 404-3(c)

(d) Contractors' investment in work-
in-process See section 1-3 404-3(d)

§ 1-3 405 Other types of contracts

§ 1-3 405-1 Time and materials con-
tract

(a) Description The time and mate-
rials type of contract provides for the
procurement of property or services on
the basis of (1) direct labor hours at
specified fixed hourly rates (which rates
include direct and indirect labor, over-
head and profit) and (2) material at
cost Material handling costs may be
included in the charge for material at
cost " to the extent they are clearly ex-
cluded from any factor of the charge
computed against direct labor hours
This type of contract may establish
either a price ceiling or a ceiling amount
which the contractor may not exceed
(except at his own risk)

(b) Applicability The time and ma-
terials contract is used only in those sit-
uations where it is not possible at the
time of placing the contract to estimate
the extent or duration of the work or to
anticipate costs with any substantial
accuracy Particular care should be ex-
ercised in the use of this type of contract
since its nature does not encourage effi-
ciency Thus it is essential that this
type of contract be used only where pro-
vision is made for adequate controls in-
cluding appropriate surveillance by Gov-
ernment personnel during performance
to give reasonable assurance that ineffi-
cient or wasteful methods are not being
used This type of contract may be used
in the procurement of (1) engineer ng
and design services in connection with
the production of property (2) the engi-
neering design and manufacturer of
dies jigs fixtures gauges and special
machine tools (3) repair maintenance
or overhaul work, and (4) work to be
performed in emergency situations

(W) Limitation This type of contract
may be used only after determination
that no other type of contract will suit-
ably serve

§ 1-3 405-2 Labor hour contract
(a) Description The labor-hour type

of contract is a variant of the time and
material type contract differing only in
that materials are not involved in the
contract or are not supplied by the
contractor

(b) Applicabihty The labor-hour
type of contract is applicable in those
procurements described for the time and
materials type contract but in situa-
tions in which contractor-furnished ma-
terials are not involved
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(c) Limitations This type of contract
may be used only after determination
that no other type of contract will suit-
ably serve

§ 1-3 405-3 Letter contract

(a) Descrzptzon A letter contract is
a written preliminary contractual in-
strument which aathorizes immediate
commencement of manufacture of prop-
erty or performance of services includ-
ing but not limited to preproduction
pianning and the procurement of nec-
essary materials

(b) Applicability A letter contract
may be entered into when (1) the in-
terests of the Government demand that
the contractor be given a binding com-
mitment so that work can be commenced
immediately and (2) negotiation of a
definitive contract in sufficient time to
meet the piocurement need is not pos-
sible as for example when the nature
of the work involved prevents the prep-
aration of definitive requirements spec-
ifications or cost data

(c) Lzmztatzons
(1) A letter contract shall be used

only after a determination in accordance
with agency procedures that no other
type of contract is suitable

(2) A letter contract shall not be
entered into without competition when
competition is practicable

(3) A letter contract shall be super-
seded by a definitive contract at the
earliest practicable date Executive
agencies shall presclibe the limit of ef-
fectiveness of letter contracts

(4) The maximum liability of the
Government stated in the letter contract
generally shall not exceed 50% of the
total estimated cost of the procurement
but this liability may be increased in ac-
cordance with agency procedures

(d) Content Letter contracts shall
be specifically negotiated and shall as
a minimum requirement include agree-
ment as to the following

(1) That the contractor will pro-
ceed immediately with performance of
the contract including procurement of
necessary materials

(2) The extent and method of pay-
ments in the event of termination either
for the convenience of the Government
or for default

(3) That the contractor is not au-
thorized to expend moneys or incur ob-
ligations in excess of the maximum
liability of the Government as stated in
the letter contract

(4) The type of definitive contract
(5) As many definitive contract pro-

visions as possible
(6) That the contractor shall pro-

vide such price and cost information as
may reasonably be required by the con-
tracting officer and

(7) That the contractor and the
Government shall promptly enter into
negotiations in good faith to reach agree-
ment upon and execute a definitive con-
tract

§ 1-3 405-4 Basic agreement

(a) Descrzption A basic agreement
is a written instrument of understanding
executed between a piocuring sgency
and a contractor which sets forth the
negotiated contract clauses which shall
be applicable to future procuiements
entered into between the parties during
the term of the basic agreement The
use of the basic agreement contem-
plates the coverage of a particular pro-
curement by the execution of a formal
contractual document which will pro-
vide for the scope of the work price
delivery and additional matters peculiar
to the requirement of the specific pro-
curement involved and shall incorporate
by reference or append the contract
clauses agreed upon in the basic agree-
ment as required or applicable

(b) Applicability
(1) Basic agreements are appro-

priate for use when (1) past experience
and future plans indicate that a substan-
tial number of separate contracts may
be entered into with a contractor during
the term of the basic agreement and (ii)
substantial recurring negotiating prob-
lems exist with a particular contractor

(2) Amendment or supersession A
basic agreement shall be amended only
by an amendment of the basic agreement
itself and shall not be modified oi super-
seded by individual contiacts or pur-
chase orders entered into under and
subject to the terms of such basic agiee-
ment As a minimum basic agreements
will be reviewed annually on the anni-
versary of their effective date and re-
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vised at that time to conform with the
curient iequiiements of this chapter
Amendments shall not have letroactive
effect

(3) Discontinuance of basic agree-
ment Basic agieements shall plovide
for discontinuance of theii futuie appli-
cation upon 30 days wiltten notice by
either paity Discontinuance of basic
agieement will not affect any individual
conti act i efei encing the basic agi eement
(oi the clauses appended theieto)
enteied into piloi to the effective date
of discontinuance

(c) Limitations
(1) Basic agieements shall neithei

cite applopiiations to be chaiged noi be
used alone foi the puipose of obligating
funds

(2) Basic agleements shall not in
any mannei piovide foi ol imply any
agleement on the pait of the Govein-
ment to place futuie oidels oi contiacts
with the contiactoi involved Basic
agieements shall not be used in any
mannel to iestiict competition

(3) Basic agieements shall be util-
ized only in connection with negotiated
conti acts

§ 1-3 405-5 Indefinite deliery type
contr Ict.

One of the following indefinite de-
lively type contiacts may be used foi
procurements where the exact time of
deliveiy is not known at time of con-
tracting

(a) Definzte quantity contracts
(1) Description This type of con-

tract provides for a definite quantity of
specified pioperty or for the peifoim-
ance of specified services foi a fixed pe-
riod with deliveries or pelformance at
designated locations upon older De-
pending on the situation the contiact
may plovide fol (i) film fixed-piices
or (ii) plce escalation

(2) Applicability This type of con-
tiact is paiticulaily suitable foi use
wheie it is known in advance that a
definite quantity of piopeity ol seivices
will be requiied duiing a specific peiiod
and are regulaily available ol Aill be
available aftel a shoit lead time Ad-
vantages of this type of contiact are
that it permits stocks in storage depots
to be maintained at minimum levels and
permits dn ect shipment to the user

61055 0-61-7

(b) Requirements contract
(1) Description This type of con-

tiact piovides for filling all actual pur-
chase i equirements of specific property
oi seivices of designated activities dur-
ing a specified contract peiod with de-
liveiies to be scheduled by the timely
placement of oiders upon the contractor
by activities designated either specifical-
ly or by class Depending on the situa-
tion the contract may provide for (i)
film fixed-plices oi (ii) pluce escalation
An estimated total quantity is stated for
the infolmation of prospective contrac-
tois which estimate should be as realistic
as possible The estimate may be ob-
tained fiom the records of pievious re-
quiiements and consumption or by other
means Cale should be used in writing
and administeling this type of contract
to avoid imposition of an impossible bur-
den on the contiactoi Theiefore the
contiact shall state where feasible the
maximum limit of the contractor s obli-
gation to delivei and in such event shall
also contain appropriate provision lim-
iting the Goveinment s obligation to
ol dei When lai ge individual orders or
oidels fiom moie than one activity are
anticipated the contract may specify
the maximum quantities which may be
ordeied under each individual order or
durinb a specified period of time Sim-
ilarly when small orders are anticipated
the contract may specify the minimum
quantities to be ordered

(2) Applicability A requirements
conti act may be used foi procurements
where it is impossible to determine in
advance the piecise quantities of the
pioperty oi services that will be needed
by designated activities diing a definite
peiiod of time Advantages of this type
of contlact aie

(i) Flexibility with iespect to both
quantities and delivery scheduling

(11) Supplies oi services need be
oideied only after actual needs have
mate ialized

(111) Wheie ploduction lead time
is involved delivelies may be made more
Plomptly because the contractor is
usually N illing to maintain limited stocks
in view of the Goveinment s commit-
ment

(lv) Price advantages or savings
may be iealized thiough combining sev-
eial anticipated requ lements into one
quantity procuiement and
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(v) It permits stocks to be main-
tamed at minimum levels and allows
direct shipment to the user

Generally the requirements contract s
appropriate for use when the item or
service is commercial or modified com-
mercial in type and when a recurring
need is anticipated

(c) Indefintte quantity contract

(1) Descrzption This type of con-
tract provides for the furnishing of an
indefimte quantity within stated limits
of specific property or services during a
specified contract period with deliveries
to be scheduled by the timely placement
of orders upon the contractor by activi-
ties designated either specifically or by
class Depending on the situation the
contract may provide for (1) firm fixed-
prices or (ii) price escalation The con-
tract shall provide that during the
contract period the Government shall
order a stated minimum quantity of the
property or services and that the con-
tractor shall furnish such stated mini-
mum and if and as ordered any addi-
tional quantities not exceeding a stated
maximum which should be as realistic as
possible The maximum may be ob-
tained from the records of previous re-
quirements and consumption or by other
means When large individual orders or
orders from more than one activity are

anticipated, the contract may specify
the maximum quantities which may be
ordered under each individual order or
during a specified period of time Sim-
ilarly, when small orders are anticipated
the contract may specify the minimum
quantities to be ordered

(2) Applicability An indefinite
quantity contract may be used where it
is impossible to determine in advance the
precise quantities of the property or
services that will be needed by desig-
nated activities during a definite period
of time and it is not advisable for the
Government to commit itself for more
than a minimum quantity Advantages
of this type of contract are

(1) Flexibility with respect to both
quantities and delivery scheduling

(11) Property or services need be
ordered only after actual needs have
materialized

(iii) The obligation of the Gov-
ernment is limited and

(iv) It permits stocks to be main-
tained at minimum levels and allows di-
rect shipment to the user
The indefinite quantity contract should
be used only when the item or service
is commercial or modified commercial
in type and when a recurring need is
anticipated
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Subpart 1-3 5- [Reserved]

Subpart 1-3 6-Small Purchases

§ 1-3 600 Scope of subpart
This subpart prescribes policies and

plocedures for the puichasing of sup-
plies and nonpersonal services from
commercial souices when the aggregate
amount involved in any one transaction
does not exceed $2 500 Such purchases
shall be termed' small purchases' This
subpart is not applicable to the procure-
ment of supplies and services initially
estimated to exceed $2 500 even though
awards under such procurements do not
exceed $2 500

§ 1-3 601 Purpose
The objectives of the simplified pur-

chase methods prescribed helein are to
reduce the administrative costs in ac-
complishing small purchases to improve
oppoitunities for small business con-
cerns to obtain a fair proportion of
Government puichases and contracts
and to eliminate costly and time con-
suming paper processes
§ 1-3 602 Policy

(a) Small purchases shall be made by
negotiation except under special circum-
stances where it is clearly in the best in-
terest of the Government to accomplish
such purchases by more formal methods

(b) The objective of helping small
concerns to participate in Government
contracting has wide potential applica-
tion where small purchases are con-
cerned and accordingly placement of
small purchases with small concerns is
specifically encouraged consistent of
course with other valid considerations,
such as price feasibility

(c) When quotations are recived on a
number of related items (such as hard-
ware items spare parts for vehicles or
office supplies etc ) one purchase order
shall normally be issued to the firm quot-
ing the lowest aggregate prices rather
than issuing more than one purchase
order on the basis of accepting the lowest
quotation on each item

(d) In arriving at the aggregate
amount involved in any one transaction
there must be included all supplies and
services which would properly be grouped
together in a single transaction and
which would be included in a single ad-
vertisement for bids if the procurement

were being effected by formal advertis-
ing Requirements aggregating more
than $2 500 shall not be broken down
into several purchases which are less
than $2 500 merely for the pu-pose of
permitting negotiation or utilizing the
small purchase methods authorized
under this subpart

(e) Any one of the purchase methods
set forth in this subpart which is deter-
mined the nrost suitable to the immediate
requirement and which will accomplish
the procurement in the most efficient and
economical manner shall be utilized

§ 1-3 603 Competition

§ 1-3 603-1 Solicitation

(a) Reasonable competition means ob-
taining a sufficient number of quotations
from qualified sources of supply so as to
assure that the procurement is fair to
the Government price and other factors
considered including the administrative
cost of the purchase In arriving at the
number of quotations to be solicited due
considelation will be given to the cost of
the proposed solicitation in relation to
the potential benefits to be derived by the
Government consistent with good busi-
ness

(b) Reasonable coverage of the mar-
ket for small purchases does not ordinar-
ily requlie going outside the trade area
in which the procurement office is located
to obtain quotaticns However competi-
tion shall not be limited to suppliers of
well-known and widely distributcd makes
or brands nor shall quotations be solic-
ited purely on a selective personal pref-
erence basis New supply sources
disclosed through trade journals or other
media shall be continuously reviewed
and when appropriate added tc the list
of available sources

(c) The following factors influence
the number of quotations required in
connection with any particular purchase

(1) The nature of the article or
service to be procured and whether
highly competitive and readily available
in several makes or brands or relatively
noncompetitive

(2) Information obtained in making
recent purchases of the same or similar
item

(3) The urgency of the proposed
purchase
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(4) The dollar value of the proposed
purchase

(5) Past experience concerning spe-
cific dealers prices

(d) Solicitation of quotations may be
effected orally or in writing Written
solicitation should be used only in such
circumstances as where (1) the suppliers
are located outside the local area (2)
special specifications are involved (3) a
large number of items are included in a
single proposed procurement or (4) ob-
taining oral quotations is not considered
efficient

(e) Where it is the practice for sup-
pliers to furnish standing price quota-
tions on supplies or services required on
an intermittent and recurring basis this
information may be used in lieu of ob-
taming individual quotations each time a
purchase is contemplated In such cases,
the purchaser shall assure that the price
information is current and that the Gov-
ernment obtains the benefit of maximum
discounts

§ 1-3 603-2 Data to support small pur-
chases

(a) The manner of securing quota-
tions and the nature and extent of in-
formation to be required for small pur-
chases are for determination by the
procuring agency but should be limited
to only that deemed necessary to con-
clude purchase action

(b) The following are illustrative of
the extent to which quotation informa-
tion should be recorded

(1) Oral solicitations When oral
price quotations are obtained, informal
records should be established which will
reflect clearly the propriety of placing
the order at the price paid with the
supplier concerned In most cases this
will consist merely of showing the names
of the suppliers contacted and the prices
and other terms and conditions quoted
by each Handwritten notations on the
purchase action request form of the
agency or whatever medium the pur-
chaser is using as his basis for making
the purchase are satisfactory for this
purpose

(2) Written solicitations Reten-
tion in the purchase files of written
quotations received or references to
printed price lists used will usually suf-
fice as the record supporting the price
paid

(c) Purchase data collected or com-
piled during the course of arranging the
purchase are for administrative and
guidance value in making the purchase
and issuing the appropriate purchase
document The retention of such data in
the purchase files for use in subsequent
reference or as administratively re-
quired by agencies for management re-
view should be limited in time and
quantity to the minimum necessary for
such use

§ 1-3 604 Imprest funds (petty cash)
method

[24FR 6843 Aug 22 1959]

§ 1-3 604-1 General

Section 1-3 604 prescribes policies and
procedures for making small purchases
of supplies and nonpersonal services
through the use of imprest funds Re-
lated policies and regulations concerning
bonding requirements and the establish-
ment of and accounting for imprest
funds are contained in Treasury Depart-
ment Circular Nos 1030 an 969 and
GAO Manual 7 GAO 2700 and 5120
[24PR 6843 Aug 22 19591

§ 1-3 604-2 Definition of imprest fund

The term "imprest fund means a fixed
cash or petty cash fund m the form of
currency coin or Government check
which has been advanced by an official
Government disbursing office without
charge to a Government appropriation
or fund account to a duly authorized
cashier for cash payment or other cash
requirement purposes as specified in his
designation or authorization The fund
may be of a revolving type replenished
to a fixed amount as spent or used or
of a stationary nature such as a change
making fund
[24FR 6843 Aug 22 1959]

§ 1-3 604-3 Agency responsibilities

Each agency using imprest funds for
small cash purchases of supplies or non-
personal services shall have the respon-
sibility of periodically reviewing and de-
termining whether there is continuing
need for each fund established and that
amounts of such funds are not in excess
of actual needs Agencies should take
prompt action to have imprest funds ad-
justed to a level commensurate with
demonstrated needs whenever circum-
stances warrant such action In this
connection each agency shall
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(a) Study agency practices to insure
that full advantage is taken of all small
purchase processes and

(b) Develop and issue appropriate
implementing regulations
124FR 6843 Aug 22 1959]

§ 1-3 604-4 Use of imprest funds

(a) The cash payment processes de-
scribed in this section should be used for
making small purchases whenever ad-
vantageous to the Government Cash
purchases will generally be advantageous
in the following circumstances

(1) When vendors are reluctant to
honor small purchase orders

(2) When vendors are not equipped
to bill agencies for purchases in accord-
ance with normal business practices

(3) When supplies or nonpersonal
services are needed at locations not
served by purchase offices or when the
established sources of issue are not con-
veniently accessible to point of use

(4) When provisions for local credit
arrangements and monthly billings by
vendors are impracticable

(b) The following are typical pro-
curements for which th use of inprest
funds would be suitable

(1) Emergency fill-in occasional or
special purchases of supplies or services

(2) Repair of equipment
(3) Perishable subsistence
(4) Public utility bills where location

of the activity is so situated as to make
cash payment more efficient

(5) Postage stamps parcel post COD,
postal charges local drayage trans-
portation tokens or passes (including
cash fares) and taxi fares

(6) Expenses incident to travel and
emergency travel advances (as specified
in Treasury Department Circular No
1030)
[24FR 6843 Aug 22 1959]

§ 1-3 604-5 Limitations

(a) Procurement of supplies or non-
personal services from one vendor at any
one time using simplified imprest fund
procedures may not exceed $50 Ex-
ceptions or additions needed in con-
nection with procurement m a t t e r s
described in § 1-3 604-4 as well as the
maximum dollar limitation for any one
procurement transaction should be ad-
dressed to the Treasury Department
(pursuant to Treasury Department Cir-

cular No 1030) The granting of any
such exceptions or additions will be co-
ordinated with the Administrator of
General Services or his designee Ap-
proved exceptions now existing will
automatically be continued without
specific request from the agency to
which exceptions have been granted

(b) Supplies or seivices subject to
restrictions under any provision of law
or regulation may not be purchased
through use of imprest funds except
under conditions which fully comply
with such statutory and regulatory
restrictions
[24FR 6843 Aug 22 1959]

§ 1-3 604-6 Procurement and payment
(a) Small purchases utilizing imprest

funds may be made only by authorized
employees

(b) When payment for small pur-
chases is made from imprest funds no
purchase order need be issued unless it
is advantageous to the Government for
example when required b. the vendor
to grant Government discounts When
so required any authorized purchase
order form may be used and will be
endorsed ' payment to be made in cash

(c) Receipts must be secured for each
payment from imprest funds (pursuant
to the provisions of GAO Manual 7 GAO
5120)

(d) The cashier may either reimburse
employees for amounts paid by them for
authorized purchases or furnish the
cash necessary tc comsummate such
purchases Purchases for which cash
has been furmshed in advance should be
confirmed within five work days from
the date of advance
[24FR 6843 Aug 22 1959]

§ 1-3 604-7 Tax exemption certificates

Since purchases made through the use
of imprest funds are of relatively small
value Government tax exemption cer-
tificates (Standard Form 1094-Revised)
generally shall not be used in connection
with purchases made under the author-
ity of this section
[24 FR 6843 Aug 22 19591

§ 1-3 605 Order-Invoice Voucher

§ 1-3 605-1 Standard Form 44

(a) Prescribed form Standard Form
44 (Purchase Order-Invoice-Voucher)
shall be used by Federal agencies in con-
nection with the procurement of and
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payment for purchases of supplies and
nonpersonal services whenever

(1) The amount of the purchase is
not in excess of $2 500

(2) A single payment is contem-
plated,

(3) Its use is determined by the
agency to be more efficient or economi-
cal in making purchases such as when
its use will minimize paper work and
administrative expense and act as an in-
centive to the mutual advantage of busi-
ness and the Government for sellers to
do business with the Government by
simplifying pulchasing procedure and
expediting payment and

(4) No more than the copies pro-
vided are essential to administrative dis-
tribution needs

(b) Instructions for use General
procedural instructions governing the
use of Standard Form 44 are printed on
the forms and the inside cover of the
book

(c) Agency implementation
(1) Each Federal agency having

need for this type purchase order form
should issue instructions providing for

(1) Use of Standard Form 44 for
small purchases made under the criteria
set forth in section 1-3 605-1(a)

() Accountability and safeguard-
ing of the forms

(ii) Controlling and accounting
for purchases made

(2) Agency instructions shall be
consistent with the provisions on Stand-
ard Form 44 and of this section Agency
procurement and accounting procedures
should provide insofar as practicable for
uniestricted use of the form under the
criteria provided

(d) Avazlabzlty of form
(1) Standard Form 44 is available

from General Services Administration
stoies in books of twenty-five carbon
interleaved sets These books may be
ordered in the same manner as other
standard forms

(2) Standard Form 44 may be or-
dered overprinted with agency name
address and serial number and with
special weight paper length of carbons
type of construction and number of sets
per book as specified by the ordering
agency The format of the form the
number of copies per set and the color
of the paper will not be changed The

instructions which appear on the inside
front cover may be alteled to suit the
ordering agency s specific requirements

§ 1-3 605-2 Standard Forms 147 and

148

(a) Prescribed forms

(1) Standard Form 147 (Order-
Invoice-Voucher) and Standard Form
148 (Order-Invoice-Voucher Continua-
tion Sheet) provide in one set of forms a
purchase or delivery order vendor s in-
voice receiving report and public
voucher with requisite space for pur-
chase data vendor s invoicing and allied
budget accounting and voucher pay-
ment data These forms are designated
pilmailly for use when single delivery,
single payment transactions are contem-
plated at the time of issuance and are
for use by all Federal agencies when in
the judgment of the agency the use of a
combined oider-invoice receiving report
and voucher will simplify the procure-
ment process

(2) Primary uses of Standard Form
147 are

() As a purchase order for small
purchases

(ii) As a delivery order for order-
ing or scheduling delivery against an
established contract

(3) The use of Standard Form 147
as a delivery order against a blanket
purchase order is in keeping with its
intended use

(b) Expanded use of the form

(1) The use of Standard Form 147
may be expanded to include purchase ac-
tions other than those generally con-
templated for this type of form if it is
determined by an agency as the result of
a study of its procurement operations
that such expanded use would result in
standardization or simplification of pro-
cedures or of minimizing paper work
and administrative expense Such ex-
panded use may be autholized by the
head of the agency

(2) The use of additional parts
creating more than six-part (or in some
cases seven-part) sets must be author-
ized in writing by the head of the depart-
ment or independent agency and be
based on a complete study of operations
which fully justifies the necessity for
each additional palt These findings and
determinations must be on file in the
agency and available to representatves
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of the General Services Administration
and the General Accounting Office

(c) Availability of form
(1) Standard Form 147 is available

in six-part sets from General Services
Administration regional offices for the
convenience of agencies not requiring
overprinting and may be ordered in the
same manner as other standard forms

(2) Standard Forms 147 and 148
may be ordered overprinted with agency
name address and serial number and
with special weight paper length of car-
bons or other items as specified by the
ordering agency The format of the
form the color of the paper and the
number of copes (except when au-
thorized pursuant to section 1-3 605-2
(b) (2)) shall not be changed

(d) Special instructions
(1) Each agency is expected to de-

velop and issue internal administrative
instructions regarding the use of the
forms consistent with the provisions of
this section

(2) The use of the forms contem-
plates that the vendor will utilize copy 1
(original) as his invoice in billing the
Government However in furtherance
of the policy of encouraging vendors to
make consolidated periodic billings in
instances where several orders have been
placed with the same dealer in the same
billing period agencies are requested to
instruct vendors to make consolidated
periodic billings on their own invoices or
statement forms supported by originals
of the Standard Forms

(3) When procurement documented
on the forms is paid for in cash copy 1
of Standard Form 147 should be marked
paid and signed and dated by the vendor
or agent on the face thereof in the usual
commecrial manner The vendor's cer-
tificate need not be signed when the form
is receipted for cash payment Cash
registel leceipts or other commercial re-
ceipts may be attached in lieu of signa-
ture by the vendor

(e) Terms and condztzons
(1) Additional telms and conditions

not inconsistent with those on the form
may be added in the space piovided or
otherwise

(2) Additional terms and conditions
inconsistent with those on the form may
not be used unless authorized by the head
of the using agency oi the officel desig-
nated by him for this purpose A copy

of each such approval for use of incon-
sistent terms and conditions shall be
forwarded to the Administrator of
General Services

§ 1-3 606 Blanket purchase arrange
ments

§ 1-3 606-1 General
This section establishes policy relating

to the purchase of day-to-day require-
ments through arrangements with vend-
ors or dealers to furnish such supplies
or nonpersonal services as the Govern-
ment may purchase from such sources
during a stated period of time Gener-
ally these arrangements should be made
only with local sources so that individual
purchases thereunder can be effected
with a minimum of time and paper work
In addition to making blanket purchase
arrangements for small purchases simi-
lar blanket purchase accounts may be
established with Federal Supply Sched-
ule contractors if not inconsistent or at
variance with the terms of the applicable
Federal Supply Schedule Contract

§ 1-3 606-2 Authority to use blanket
purchase arrangenents

(a) Blanket purchase arrangements
are authorized when

(1) A wide variety of items in a
broad class of goods like hardware ale
generally purchased from local suppliers
but the exact items quantities and de-
livery requirements are not known in
advance and may vary considerably

(2) There is a need to provide local
commercial sources of supply for one or
more offices or projects in a given area
that do not have or need authority to
purchase otherwise

(3) In any other case where the
writing of numerous purchase orders
can be avoided through the use of this
procedure

(b) Blanket purchase arrangements
should be made with local firms from
whom numerous individual purchases
will likely be made in a given period
For example ahere past experience has
shown that certain commercial firms
selling supplies in a local area are de-
pendable and consistently lower in price
than other supply firms in the area deal-
ing in the same commodities and
numerous small purchases are usually
made from such suppliers it would be
advantageous to establish blanket pur-
chase arrangements with these firms
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(c) There is no prohibition against
making these arrangements with several
suppliers foi the same class or classes of
items Where expel lence indicates that
prices vary between suppliels it is pref-
erable to have several blanket purchase
arrangements so that delivery oiders can
be placed with the firm offering the best
price

§ 1-3 606-3 Establishment of account
If it is determined that blanket pur-

chase aliangements with certain sup-
pliers would be advantageous such sup-
pliers should be contacted preferably in
person or thiough correspondence in
order to make the necessary arrange-
ments with respect to securing maxi-
mum discounts documenting the indi-
vidual purchase transactions periodic
billing and other necessary details

§ 1-3 606-4 Documentation

(a) Any documentation is permissible
that assuies the following

(1) That the vendor and purchaser
are in agreement as to what is being
purchased

(2) That at the time of delivery a
record of sale and leceipt is created

(3) That at the time of billing for
payment the foregoing requirements
have provided evidence of the items
quantity price date sold and other rele-
vant data

(b) The issuance of a formal purchase
order to document blanket purchase
alrangements may be necessary only in
ceitain instances Such instances may
be when iequired by the vendor for
administrative ol tax exemption pui-
poses when administratively deemed
necessaly in the best inteiests of the
Goveinment by an agency or when it
is necessary to fix the extent of items
coveied quantity prices expenditure
authorized activities paiticipating oi
otherwise identify or isolate aleas of the
arrangement The issuance of a puI -
chase oidei foi Government pulchasing
or accounting reasons alone is not
necessary

(1) Purchase orders establishing
blanket purchase arrangements when
iequired may be general and bioad in
language with only sufficient detail to
indicate the genei al nature of supplies
or services to be covered and may or
may not as the need dictates be specific
as to quantity quality specifications or

time limitation The blanket purchase
orders may be issued on any authorized
purchase order form Individual blanket
purchase orders terminate when the pur-
chases thereunder total the dollar
amount limitation or the stated time
period expires

(2) In any contemplated amend-
ment of a blanket purchase order due
consideration should be given to possible
changes in market conditions sources of
supply etc which may warrant placing
a new order with the same or a diffeient
source in preference to amendment

§ 1-3 606-5 Agency implementation
The following general instructions are

set forth for agency use in the issuance
of administrative regulations implement-
ing this policy

(a) The vendor-agency relationship
is that of an open account limited only
by the maximum amount and time pe-
riod limitations fixed by that agency

(b) The vendor-agency arrangement
may be limited to furnishing individual
items or commodity groups or classes or
it may be unlimited for all items or serv-
ices that the souice of supply is in a posi-
tion to furnish

(c) The requirements of one or more
activities offices or projects in a geo-
graphical aiea may be secured by this
means

(d) Authority and responsibility for
effecting blanket pul chase arrangements
should be delegated by agencies to the
lowest agency level to which the respon-
sibility of providing supplies foi its own
operations or to other offices installa-
tions plojects oi functions is placed oi
assigned Such levels may be organized
supply points separate independent or
detached field paities oi one-man posts
or activities

(e) The use of blanket purchase ar-
rangements does not exempt the agency
fiom responsibility for keeping obliga-
tions and expenditures within available
funds but this should be accomplished
by the use of simplified methods avoiding
detailed fiscal lecoidation foi individual
delivei ies and similal ti ansactions under
ariangements refeired to above

(f) The use of a blanket purchase
aliangement does not autholize pur-
chases not othei wise authorized by laws
or regulations applicable e g the blan-
ket pui chase arrangement being a
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method of simplifying the making of in-
dividual small purchases may not be
used to avoid the $2 500 limitation

(g) The blanket purchase arrange-
ment and individual puichases there-
under are plimaiily designed to reduce
the amount of documentation in connec-
tion with small purchases The same
policies as to selection of supplieis on the
basis of pice time discounts quality of
merchandise and i esponsibility of sup-
pliers peitam to blanket puichase al-
rangements and pulchases thereunder
as to purchases made by other approved
methods Individual purchases should
be made only aftei making price com-
pailsons with othel souices available to
the extent practicable consistent with
the purchase involved

(h) Constant consideiation should be
given to possible changes in maiket con-
ditions souices of supply and other
peitment factois which may warrant
making new an angements with different
dealers oi vendois or modifying existing
arrangements

§ 1-3 607 Interagency use of local term
contracts

(a) General This section provides
for the cooperative use by the field office
of one executive agency of the local term
contracts of another agency or another
office of the same agency under the
circumstances outlined and establishes
criteria for local contracting by an
agency for the combined needs of several
agency offices in the area These con-
tiacts provide a means of meeting the
local iequirements of supplies and serv-
ices not available from normal agency
internal supply channels or other pre-
scribed sources of supply All Federal
agencies are urged to participate in this
program

(b) General conditions warranting
use The use of term contracts usually
will be found expedient and economical
under any or all of the following con-
ditions

(1) When the day-to-day require-
ments for the supply or service are con-
tinuing or recurring

(2) When the probable total re-
quirements only are known and it is
expedient and economical to have a
source of supply and price determined
in advance of the individual instances of
actual need

(3) When this method best meets
the needs for providing ordering offices
with ready sources of supply

(c) Use of existing contracts To the
extent practicable when approved by the
contracting office and the contract per-
mits or may be amended to permit the
use of an existing local term contract of
another office of the same agency or of
another agency in lieu of entering into a
sepal ate contiact such use should be
considered under any of the following
circumstances

(1) When such use will obviate the
administrative expense and time delay
incident to making a separate contract

(2) When theie is a price advantage
to be gained freight and other costs
considered

(3) When the requiring office has
local purchasing authority but is not
staffed oi authorized to execute con-
tracts

(d) Multiple use contracts In fur-
theiance of the economical and other
advantages to be gained from cross uti-
lization of local term contracts wherever
possible the iequliements of several of-
fices in the same community should be
combined and included in a single
contract

(1) When there is a local repetitive
need for a particular article or service
by the individual agencies

(2) When an advantage accrues to
requiring offices or activities through es-
tablishment of such contracts and

(3) When it is expedient and prac-
tical fat a single office to perform the
conti acting function for other offices de-
liveiy or perfoimance undei the contract
being arianged for by the paiticipating
offices as required

(e) Selection of contracting agency
The following citeria usually will de-
termine which of the agency offices in
any given area having a common need
for a given article or service should as-
sume the responsibility for contracting
foi the requirements of the group in ad-
dition to its own needs

(1) Current or potential preponder-
ant use of consumption

(2) Actual or potential qualifica-
tions and experience of contracting per-
sonnel with due regard to adequacy of
staff
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(3) Physical location of the con-
tracting office in relation to market area
serving the agencies

(4) Consideration of the bid prices
consistently received for a given article
or service by individual contracting of-
fices

(f) Responszbtlztes of contracting of-
fice and particzpatng offices The re-
sponsibilities of the contracting agency
and of the other participating offices
with respect to common local term con-
tracts except where other arrangements
have been made normally will be

(1) Contractzng office
(i) Arranging with participating

offices for submission of estimated re-
quirements

() Soliciting and analyzing bids
and awarding and executing contracts

(iii) Exercising general contract
administration except followup and ex-
pediting

(iv) Making available to the par-
ticipating office such contract data as
is required for placing orders, payment
of invoices etc

(2) Other particzpatzng offices
() Placing of orders directly with

contractor
(ii) Arranging for inspection and

acceptance
(iii) Arranging for billing and

paying the contractor
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Subpart 1-3 7-[Reserved]

Subpart 1-3 8-Price Negotiation
Policies and Techniques

§ 1-3 800 Scope of subpart

This subpart sets foith the price ne-
gotiation policies and techniques appli-
cable to negotiated piime contracts and
those subcontlacts which are subject to
approval or review within an agency
The principles in this subpart apply to
negotiation of prices on all types of con-
tiacts and to revised prices as well as
initial prices

§ 1-3 801 Basic policy
(a) General It is the policy of the

Goveinment to plocule propeity and
services fiom i esponsible sources at fair
and i easonable prices calculated to result
in the lowest ultimate ovei all cost to the
Goveinment Sound pricing depends
primaiily upon the exelcise of sound
judgment by all personnel concerned
with the procurement

(b) Responsibility of contracting offi-
cers

(1) Contracting officels acting with-
in the scope of their appointments (and
in some cases acting thiough their au-
thorized repiesentatives) are the exclu-
sive agents of their respective agencies
to enter into and administer contracts on
behalf of the Government in accordance
with agency piocedures Each contract-
ing officer is lesponsible for performing
or having performed all administrative
actions necessary for effective contract-
ing The ccntracting officer shall exer-
cise reasonable care skill and judgment
and shall avail himself of all of the
oiganizational tools (such as the advice
of specialists in the fields of contracting
finance law contract audit engineer-
ing traffic management and cost analy-
sis) necessary to accomplish the purpose
as in his discretion will best serve the
interests of the Government

(2) To the extent services of special-
ists are utilized in the negotiation of
contracts the contracting officer must
coordinate a team of experts requesting
advice from them evaluating their coun-
sel and availing himself of their skills
as much as possible The contracting
officer shall obtain simultaneous coordi-
nation of the specialist efforts to the
greatest practical extent He shall not
however transfer his own responsibili-
ties to them Thus the final negotiation

of price including evaluation of cost
estimates remains the responsibility of
the contiacting officer

(c) Responsibility of other personnel
Peisonnel other than the contracting
officer who determine quality quantity
and delivery requirements for items to
be pui chased can influence the degree of
competition obtainable as well as have a
material effect upon the prices Failure
to finalize requirements in sufficient time
to allow

(1) A reasonable period for prepa-
ration of requests for proposals

(2) Preparation of quotations by
offerors

(3) Contract negotiation and prep-
alation, and

(4) Adequate manufacturing lead
time
causes delinquency in delivery and un-
economical prices Requirements issued
on an urgent basis or with unrealistic
delivery schedules should be avoided
since they generally increase price or re-
strict desired competition Personnel
determining requirements specifications
adequacy of sources of supply and like
matters have responsibility in such areas
equal to that of the contracting officer
for timely sound and economical pro-
curement

§ 1-3 802 Preparation for negotiation
(a) Product or service Knowledge of

the product or service and its use is
escential to sound pricing Before so-
liciting quotations every contracting
officer should develop where feasible an
estimate of the proper price level or
value of the product or service to be
purchased Such estimates may be based
on a physical inspection of the product
and re, iew of such items as drawings
specifications job process sheets and
prior procurement data When neces-
sary requirements and technical spe-
cialists should be consulted The pri-
mary responsibility for the adequacy of
specifications and for the delivery re-
quirements must necessarily rest with
requirements and technical groups
However, the contracting officer should
be aware of the effect which these fac-
tors may have on prices and competition
and should prior to award inform re-
quiiements and technical groups of any
unsatisfactory effect which their de-
cisions have on prices or competition
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(b) Selectzon of prospective sources
Selection of qualified sources for solici-
tation of proposals is basic to sound pric-
ing Proposals should be invited from
a sufficient number of competent poten-
tial sources to insure adequate compe-
tition

(c) Requests for Proposals Requests
for proposals shall contain the informa-
tion necessary to enable a prospective
offeror to prepare a quotation properly
The request for proposals shall be as
complete as possible with respect to item
description or statement of work speci-
fications Government-furnished prop-
erty if any required delivery schedule
and contract clauses If a price break-
down is required the request for pro-
posals shall so state Requests for pro-
posals shall specify a date for submission
of proposals any extension of time
granted to one prospective offeror shall
be granted uniformly to all Each re-
quest for proposals shall be released to
all prospective offerors at the same time
and no offeror shall be given the ad-
vantage of advance knowledge that pro-
posals are to be requested Generally
requests for proposals shall be in writing
However in appropriate cases, such as
the procurement of perishable subsist-
ence oral requests for quotations are
authorized

§ 1-3 803 Type of contract

(a) The selection of an appropriate
contract type and the negotiation of
prices are related and should be consid-
ered together Section 1-3 402 lists some
of the factors for this joint consideration
The objective is to negotiate a contract
type and price that includes reasonable
contractor risk and provides the con-
tractor with the greatest incentive for
efficient and economical performance
When negotiations indicate the need for
using other than a firm fixed price con-
tract there should be compatibility be-
tween the type of contract selected and
the contractor s accounting system

(b) In the course of a procurement
program a series of contracts or a single
contract running for a lengthy term the
circumstances which make for a selec-
tion of a given type of contract at the
outset will frequently change so as to
make a different type more appropriate
during later periods In particular the
repetitive or unduly protiacted use of
cost-reimbursement type or time and
materials contracts is to be avoided

where experience has provided a basis
for firmer pricing which will promote
efficient performance and will place a
more reasonable deglee of risk on the
contractor Thus in the case of a time
and materials contract continuing con-
sideration should be given to converting
to another type of contract as early in
the performance period as practicable

§ 1-3 804 Conduct of negotiations

Evaluation of offerors' or contractors
proposals including price revision pro-
posals by all peisonnel concerned with
the procurement as well as subsequent
negotiations with the offeror or con-
tractor shall be completed expeditiously
Complete agreement of the parties on all
basic issues shall be the objective of
the contract negotiations Oral discus-
sions or written communications shall
be conducted with offerors to the extent
necessary to resolve uncertainties relat-
ing to the purchase or the price to be
paid Basic questions should not be left
for later agreement during price revision
or other supplemental proceedings Cost
and profit figures of one offeror or con-
tractor shall not be revealed to other
offerors or contractors

§ 1-3 805 Selection of offerors for ne-
gotiation and award

(a) The normal procedure in negoti-
ated procurements after receipt of initial
proposals is to conduct such written or
oral discussions as may be required to
obtain agreements most advantageous to
the Government Negotiations shall be
conducted as follows

(1) Where a responsible offeror sub-
mits a responsive proposal which in the
contracting officer s opinion, is clearly
and substantially more advantageous to
the Government than any other proposal,
negotiations may be conducted with that
offeror only or

(2) Where several responsible offer-
ors submit offers which are grouped so
that a moderate change in either the
price or the technical proposal would
make any one of the group the most ad-
vantageous offer to the Government
further negotiations should be con-
ducted with all offerors in that group

Whenever negotiations are conducted
with more than one offeror no indication
shall be made to any offeror of a price
which must be met to obtain further con-
sideration since such practice consti-
tutes an auction technique which must be
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avoided No information regarding the
number or identity of the offerors par-
ticipating in the negotiations shall be
made available to the public or to anyone
whose official duties do not require such
knowledge Whenever negotiations are
being conducted with several offerors
while such negotiations may be con-
ducted successively all offerors partici-
pating in such negotiations shall be of-
fered an equitable opportunity to submit
such pricing technical or other revisions
in their proposals as may result from the
negotiations All offerors shall be in-
formed that after the submission of final
revisions, no information will be fur-
nished to any offeror until award has
been made

(b) There are certain circumstances
where formal advertising is not possi-
ble and negotiation is necessary In the
conduct of such negotiations where a
substantial number of clearly competi-
tive proposals has been obtained and
and where the contracting officer is satis-
fied that the most favorable proposal is
fair and reasonably priced award may
be made on the basis of the initial pro-
posals without oral or written discussion
provided that the request for proposals
notifies all offerors of the possibility that
award may be made without discussion
of proposals received and hence that
proposals should be submitted initially
on the most favorable terms from a price
and technical standpoint which the of-
feror can submit to the Government In
any case where there is uncertainty as to
the pricing or technical aspects of any
proposal the contracting officer shall not
make an award without further explora-
tion and discussion prior to award Also
when the proposal most advantageous to
the Government involves a material de-
parture from the stated requirements
consideration shall be given to offering
the other firms which submitted pro-
posals an opportunity to submit new
proposals on a technical basis which is
comparable to that of the most advan-
tageous proposal provided that this can
be done without revealing to the other
firms any information which is entitled
to protection

(c) A request for proposals may pro-
vide that after receipt of initial technical
proposals such proposals will be evalu-
ated to determine those which are ac-
ceptable to the Government or which
after discussion can be made acceptable

and upon submission of prices there-
after award shall be made to that offeror
of an acceptable proposal who is the low
responsible offeror

(d) The procedures set forth in para-
graphs (a) (b) and (c) of this section
1-3 805 may not be applicable in appro-
priate cases when procuring research
and development or special services
(such as architect-engineer services) or
when cost-reimbursement type contract-
ing is anticipated

(e) Whenever in the course of nego-
tiation a substantial change is made in
the Government's requirements for ex-
ample increases or decreases in quanti-
ties or material changes in the delivery
schedules all offerors shall be given an
equitable opportunity to submit revised
proposals under the revised require-
ments

§ 1-3 806 Pricing individual contracts

(a) Each contract shall be priced
separately and independently and no
consideration shall be given to losses or
profits realized or anticipated in the per-
formance of other contracts This pro-
hibition shall not be construed to
prohibit forward pricing agreements
applicable to several contracts

(b) Contracting officers shall not rely
on profit limiting statutes as remedies
for ineffective pricing Such statutes
generally provide for the recapture of
excessive profits but they do not recap-
ture the costs of inefficiency and waste
which may result from failure to nego-
tiate reasonable prices initially

§ 1-3 807 Cost, profit, and price rela-
tionships

(a) When products are sold in the
open market costs are not necessarily
the controlling factor in establishing a
particular seller s price Similarly
where competition may be ineffective or
lacking estimated costs plus estimated
profit are not the only pricing criteria
In some cases the price appropriately
may represent only a part of the seller s
cost and include no estimate for profit or
fixed fee as in research and development
projects where the contractor is willing
to share part of the costs In other cases
price may be controlled by competition
as set forth in section 1-3 805(a) The
objective of the contracting officer shall
be to negotiate fair and reasonable prices
in which due weight is given to all rele-
vant factors
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(b) Profit is only one element of the
piuce proposal and noimally iepresents
a smaller propoition of the total price
than do such other estimated elements
as labor and material While the public
interest requires that excessive piofits be
avoided the contracting officer should
not become so preoccupied with particu-
lar elements of a contractor s estimate of
cost and pi ofits that the most important
consideration the total price itself is
distorted or diminished in its signifi-
cance Government procuiement is pri-
marily concerned with the leasonable-
ness of a negotiated plice and only
secondarily with the eventual cost and
profit

(c) Particularly where effective com-
petition is lacking the estimate for profit
or the proposed fixed fee should be
analyzed in the same manner as all other
elements of price applying tests and con-
siderations discussed in section 1-3 808-4
A fair and ieasonable provision foi pi ofit
cannot be made by simply applying a
certain predetermined percentage to the
cost estimate or selling price of a prod-
uct If for example a factor of 10%
were used as a flat percentage rate for
estimating profit in a situation where
two sources were needed to meet the
requirement the result might be grossly
inequitable If one supplier proposes to
and produces at a unit cost of $1 000 and
the second at a unit cost of $1 500 with
a fiat 10% factor applied to both trans-
actions as estimated profit the second
and higher cost supplier would receive
$150 profit while the lower cost supplier
would receive only $100

§ 1-3 808 Pricing techniques

§ 1-3 808-1 General

Policies set forth in this section 1-3 808
may be applied in a variety of ways in

the evaluation of offerors' or contractors
proposals and in the negotiation of con-
tract prices The extent to which any
particular method or combination of
methods should be used will depend
upon the judgment of the contracting
officer The following sections describe
several of the principal price negotia-
tion techniques and the circumstances
under which each may be used These
considerations are equally applicable to
initial and subsequent price negotiations

§ 1-3 808-2 Price analysis

(a) Some form of price analysis
should be made in every procurement,
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even when competitive proposals have
been submitted The presence of effec-
tive competition however may make it
possible to limit considerably the degree
of price analysis required

(b) One form of price analysis is the
comparison of prior quotations and con-
tract prices with current quotations for
the same or similar end items To pro-
vide a suitable basis for comparison ap-
propriate allowances may have to be
made for differences in such factors as
specifications quantities ordered time
for delivery Government-furnished ma-
terials and the general level of business
and prices

(c) Rough yardsticks may often be de-
veloped (in such terms as dollars per
pound per horsepower or other units)
to point up apparent gross inconsisten-
cies which should be subjected to addi-
tional pricing techniques including cost
analysis Such yardsticks should be
considered as an indispensable adjunct
to cost analysis since a study of a single
off eror s estimated costs in sole source
situations will not indicate whether the
proposed price is fair and reasonable in
comparison with other products of the
same kind

§ 1-3 808-3 Cost analysis

(a) The need for cost analysis de-
pends on the effectiveness of the methods
of price analysis the amount of the pro-
posed contract and the cost and time
needed to accumulate the information
necessary for analysis When cost an-
alysis is undertaken, the contracting of-
ficer must exercise judgment in deter-
mining the extent of the analysis Cost
analysis is desirable whenever

(1) Effective competition has not
been obtained

(2) A valid basis for price compari-
son has not been established because of
the lack of definite specifications the
novelty of the product or for other
reasons

(3) Price comparisons have revealed
apparent inconsistencies which cannot
be satisfactorily explained or otherwise
reasonably accounted for

(4) The prices quoted appear to be
excessive on the basis of information
available

(5) The proposed contract is of a
significant amount and is to be awarded
to a sole source
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(6) The proposed contract will
probably represent a substantial per-
centage of the contractor s total Nolume
of business, or

(7) A cost-reimbursement incen-
tive, price redeterminable or time and
material contract is negotiated

(b) Cost analysis involves the evalu-
ation of specific elements of cost and the
effect on prices of such factors as

(1) Allowances for contingencies
(2) The necessity for certain costs
(3) The reasonableness of amounts

estimated for the necessary costs
(4) The basis for allocation of over-

head costs and
(5) The appropriateness of alloca-

tions of particular overhead costs to the
proposed contract

(c) Among the several types of cost
comparisons that should be made where
the necessary data are available are
comparisons of a contractor s or off eror s
current estimated costs with

(1) Actual costs previously incurred
by the contractor or offeror and with
its last prior estimate for the same or
similar item or with a series of prior
estimates,

(2) Current estimates from other
possible sources and

(3) Prior estimates or historical
costs of other -ontractors manufactur-
ing the same or related items

(d) Forecasting future trends in costs
from historical cost experience is of pri-
mary importance in pricing In periods
of either rising or declining costs an
adequate cost analysis must include some
evaluation of the trends Even in periods
of relative price stability trend analysis
of basic labor and materials costs should
be undertaken in cases involving pro-
duction of recently developed complex
equipment In some cases probable in-
creases in labor efficiency and reductions
in material spoilage as a contractor's
work force gains in experience with such
new products can be predicted statis-
tically Efficiency curves may be devised
to predict the reduction in the spoilage
rate learning curves may be devised to
evaluate reductions in labor hours
Effective use of learning curves depends
on the presence of the following ele-
ments

(1) Direct labor should represent a
substantial element of the total price

(2) The contract price should be
large enough to warrant the time spent
in collecting the statistical data neces-
sary to construct valid curves

(3) The proposed contract should
cover production over a relatively long
period,

(4) A substantial body of historical
labor cost data must be available and

(5) The product must be a complex
non-standard item requiring a sub-
stantial amount of assembly labor
(where relatively large amounts of auto-
matic machinery are to be employed or
the product is a relatively standard
item learning curves may be of little
value)

§ 1-3 808-4 Profit

(a) General Where competition is
adequate and effective and proposals are
on a firm fixed-price basis the contract-
ing officer normally need not consider in
detail the amount of estimated profit in-
cluded in a price However when de-
tailed analysis of profit is appropriate
due to lack of competition or for some
other reason the factors discussed in the
following paragraphs should be con-
sidered

(b) Degree of risk The degree of risk
assumed by the contractor should in-
fluence the amount of profit a contractor
is entitled to anticipate For example
where a portion of the risk has been
shifted to the Government through un-
usual contingency provisions or other
risk-reducing measures the amount of
profit to which the contractor is rea-
sonably entitled is less than where the
contractor assumes all risk

(c) Extent of Government asststance
The Government encourages its contrac-
tors to perform their contracts with the
minimum of financial facility or other
assistance from the Government Where
extraordinary financial facility, or other
assistance must be furnished to a con-
tractor by the Government such ex-
traordinary assistance should have a
modifying effect in determining what
constitutes a fair and reasonable profit

(d) Performance record of contractor
The contractor's past and present per-
formance and cooperation in such areas
as engineering (including inventive de-
sign simplification and developmental
contributions) and quality control
should in appropriate measure, affect
the amount of profit
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(e) Character of contractor s business
Recognition must be given to the type
of business normally carried on by the
contractor the complexity of manufac-
turing techniques the rate of capital
turnover and the effect of such individ-
ual procurement upon such business
For example where a contractor is en-
gaged in an industry where the turnover
of working capital is low generally the
profit objectlie on individual contracts
is higher than in those industries where
the turnover is more rapid

(f) Contractor's performance In ad-
dition to the factors set forth in section
1-3 102 the contractors performance
should be evaluated in such areas as
quality of product quality control scrap
and spoilage efficiency in cost control
(including need for and reasonableness
of costs incurred) meeting delivery
schedule timely compliance with con-
tractual provisions creative ability in
product development (giving considera-
tion to commercial potential of product)
management of subcontract programs
and any unusual services furnished by
the contractor To encourage and main-
tain a high degree of contractor effi-
ciency and economy the negotiator must
recognize that good performance de-
serves a greater opportunity for profit
than poor performance

§ 1-3 808-5 Subcontracting

(a) The amount and quality of sub-
contracting may be a major factor in-
fluencing price Since a large portion
of the procurement dollar is spent by
prime contractors in subcontracting for
work raw materials parts and com-
ponents efficient purchasing practices
by a contractor will contribute heavily
toward efficient and economical produc-
tion

(b) While basic responsibility rests
with the prime contractor for decisions
to make or buy for selection of sub-
contractors and for subcontract prices
and subcontract performance the con-
tracting officer must have adequate
knowledge of those elements and their
effects on prime contract prices Con-
sequently during price negotiations
when circumstances warrant such action
the contracting officer may require the
offeror or contractor to furnish adequate
information for use in evaluating the
proposed price with respect to

(1) The purchasing practices of the
prime contractor,

(2) The principal components to be
subcontracted and the contemplated sub-
contractors including the degree of com-
petition obtained cost or price analyses
or price comparisons accomplished and
the extent of subcontract supervision

(3) The types of subcontracts i e
firm fixed-price or other and

(4) The estimated total extent of
subcontracting including procurement
of purchased parts and materials

The evaluation of total subcontracting
should not be reduced to applying arbi-
trary percentages of profit to subcontract
prices in negotiating the prime contract
price Such elements as economies
achieved through make or buy' de-
cisions and the necessity of closer su-
pervision of subcontractors performing
complex work (through the furnishing
of engineering or other technical assist-
ance) should be fully considered

(c) When the prime contract is to be
placed on a firm fixed-price basis there
is no need for pricing purposes to pro-
vide for review or approval by the con-
tracting officer of subcontracts prior to
their placement

(d) When the prime contract is not
to be placed on a firm fixed-price basis
review of subcontracts prior to placement
may be desirable since the ultimate cost
to the Government will depend in part
on subcontract prices and performance
Prime contract provisions requiring ad-
vance notification review, or approval of
subcontracts shall be consistent with the
type of contract and the conditions ap-
plicable to its use as described in Sub-
part 1-3 4 For example if the contract
is on a firm fixed-price basis except for
a clause permitting price escalation re-
sulting from cost increases for certain
materials the prime contract may limit
the contracting officer s right of review
to subcontracts for materials covered by
the escalation clause In the case of
cost-reimbursement type contracts ad-
vance notification prior consent or ap-
proval of subcontracts should be re-
quired Contract provisions requiring
advance notification to the contracting
officer of proposed subcontracts foi ma-
terials components and other pur-
chases may be appropriate both for in-
formation as to sources and prices and
to provide an opportunity for review and
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for approval or objection by the con-
tracting officer prior to award of the
subcontiacts Such provisions are par-
ticularly necessary when

(1) The prime contractor s pur-
chasing policy and system or perform-
ance thereunder are considered inade-
quate

(2) Subcontracts are for items for
which there is no cost information or for
which the proposed prices appear un-
reasonable and the amounts involved
are substantial,

(3) Close working arrangements or
other business or ownership affiliations
exist between the prime and the sub-
contractor which may pieclude the free
use of competition or result in higher
subcontract prices than would other-
wise be obtained

(4) A subcontract is being pioposed
at a price less favorable than that which
has been given by the subcontractor to
the Government all other factois such
as manufacturing period and quantity
being comparable or

(5) A subcontract is to be placed
on a fixed-price incentive time and ma-
terial or cost-reimbursement basis

The contract provisions relating to sub-
contracts should be consistent with the
amount and character of subcontract
work and with the overall character of
the prime contract involving the Gov-
ernment to the minimum extent practi-
cable in the contractor's exercise of
management responsibility but giving
reasonable assurance that the Govern-
ment is receiving the greatest practical
return for its expenditure Provisions
in prime fixed-price contracts relating
to subcontract review may as appropri-
ate be confined to one major subcon-
tract or to certain classes of subcon-
tracts may set a floor above which
advance approval of proposed subcon-
tracts may be required before placement
or may be tailored to cover unusual or
particular circumstances In those in-
stances where a contractor s purchasing
system has been deemed adequate re-
view of subcontracts generally may not
be necessary However contracting of-
ficers shall conduct periodic reviews of
the application of the system to insure
conformance therewith In instances
where subcontracts have been placed on
a cost-reimbursement or time and mate-
rials basis contracting officers should be

skeptical of approving the repetitive or
unduly protracted use of such types of
subcontracts and should follow the prin-
ciples of section 1-3 803(b)

(e) In cases where the prime contract
reserves a right for the contracting officer
to review or approve subcontracts the
prime contract shall also reserve to the
Government the right to inspect and
audit the books and records of such sub-
contractors Whenever such first tier
subcontracts are of the cost-reimburse-
ment fixed-price incentive or time and
material type a similar right shall be re-
served to the Government to inspect and
audit the books and records of lower tier
subcontractors Provided That such a
right shall not be reserved contractually
below the point where a firm fixed-price
subcontract intervenes

(f) Where subcontracts are placed on
a fixed-price incentive basis it is par-
ticularly important in negotiating revi-
sions of prime contract prices that there
be substantial assurance that there was
initial close pricing of subcontracts

§ 1-3 808-6 Sole source items

When purchases of standard commer-
cial or modified standard commercial
items are to be made from sole source
suppliers use of the techniques of price
and cost analysis may not always be
possible In such instances and consist-
ent with the volume of procurement
normally consummated with the contrac-
tor the contractor s price lists and dis-
count or rebate arrangements should be
examined and negotiations conducted on
the basis of the best user ' most
favored customer or similar practice
customarily followed by the contractor
Such price negotiations should consider
the volume of business anticipated for a
fixed period such as a fiscal year rather
than the size of the individual procure-
ment being negotiated

§ 1-3 809 Audit as a pricing aid

(a) General The audit services of
the agencies should be utilized as a pric-
ing aid by the contracting officer to the
fullest extent appropriate when the dol-
lar amount involved is sufficiently large,
or special circumstances exist which
warrant the time and expense required
for the particular type of advisory audit
special survey or audit analysis of price
or cost desired Judicious use of audit
services will expedite proper pricing

61055 0-61-8

§ 1-3 809

Page 97



Title 41--Public Contracts

The determination as to the necessity of
an audit report for pricing purposes is
the responsibility of the contracting offi-
cer When requesting audit services the
contracting officer shall state the pur-
pose for which the report is to be used
and define any specific areas of audit
examination which should be given spe-
cial attention

(b) Applicatzon Except for contracts
containing retroactive price revision
clauses pricing techniques are concerned
mainly with estimates of future costs
Theiefore audit reports for either retro-
active or prospective pricing should not
only establish costs accrued to a specific
cut-off point for price proposal purposes
but also should include cost trends and
othel available information which would
be of assistance to the contracting officer
in price negotiation Such audit reports
will seive a useful purpose in

(1) The evaluation of contingency
allowances overhead allocations pur-
chasing management efficiency, and
similar cost elements,

(2) Both the initial and subsequent
pricing of contracts containing price
revision clauses and

(3) Establishing limitations on costs
and price revision adjustments

(c) Conditons jor use Close coordi-
nation between the audit agency and
procurement personnel will assist in de-
termining the necessity of audit of price
or cost proposals or the necessity of
special surveys relating to contractor s
accounting or purchasing systems Some
of the conditions under which the con-
tracting officer should consider the use
of audit services include

(1) Inadequate knowledge concern-
ing the contractor s accounting policies
cost systems or substantially changed
methods or levels of operation

(2) Previous unfavorable experience
indicating doubtful reliability of the con-
tractor s estimating accounting or pur-
chasing methods

(3) Procurement of a new product
for which cost experience is lacking

(4) Contract performance requiring
a substantial period of time
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